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KEY ECONOMIC INDICATORS: HONG KONG 


Values in US$ millions at Exchange Rate: 
current prices unless 1983 Jan. -June = 6.805 
1982 Jan.-June 1 = 5.824 


1982 Jan.-Dec. - = 6.070 
1981 Jan. -Dec. 


Change 
Jan.-June 1983 


Jan. -June 1982*** 
INCOME, PRODUCTION, EMPLOYMENT 


GDP @ Current Prices ($ Bil) 24.7* 25.9%* N.A. 
GDP @ Constant 1973 Prices ($ Bil) 12.8* 12.0** N.A. 
GDP per capita, Current Prices ($) 4,789* 4,952%* NLA. 
GDP per capita, 

Constant, 1973 Prices ($) 2,486* 2,299  N.A. 


PRODUCTION (= EXPORTS 
ts 

Electrical Machinery & Appliances 

Watches and Clocks 

Textile Fabrics 

Plastic Toys and Dolls 

Office Machines & Computers 

Transistor Radios 
Registered Industrial Employment ('000) 
Registered Industrial Vacancies ('000) 
Redefined Real Wage Index (March 82=100) 
Tourist Arrivals ('000) 
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MONEY & PRICES 
Money Supply (M2 $Bil) ° 28.2 
Money Supply (M3 $Bil) ‘ 41.4 36.5 
External Public Debt ° 41.9 N.A. 
Prime Lending Rate (7) 10.5-16 15-16 
Hang Seng Consumer Price 

Index (1980=100) 136 130.58 


FOREIGN TRADE 
Domestic Exports (FAS) 
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TRADE WITH U.S. JAN.-JUNE 1983: 


Exports :Garments ° : Elec. Machinery, Apparatus ° 
Electrical Machinery . Office Machines & Computers 120. 
Watches & Clocks Fruit & Vegetables 78 
Plastic Toys & Dolls Petroleum Products 
Office Machines & Computers 20: 

Radio Receivers ° Plastic Materials 


Textile yarn, fabrics ° Metal Manufactures 
* Provisional estimates 


** Preliminary estimates 
*kk Computed from HK$ figures 


(Note: The percentage changes are not always comparable with the half yearl 
figures because of exchange rate variations) F 





SUMMARY AND OUTLOOK 


The Hong Kong economy staged a comeback during the first three 
quarters of 1983 in spite of continuing uneasiness over the 
future of the territory after 1997. Fueled, in the most part, 
by an unexpectedly large surge in exports to the United States 
the economy has expanded and unemployment has dropped. The 
Hong Kong government predicts Hong Kong's economy will expand 
by 5.7 percent in 1983, well above the 2.4 percent increase of 
1982. Local manufacturers' backlogs of orders are growing and 
indicate that the export-led recovery will continue into 1984. 


1983 has not been without problems, foremost among them being 
the sharp drop in the value of the Hong Kong dollar. The local 
unit slipped from a level near 6.7 to the U.S. dollar in the 
first quarter to a brief all-time low of 9.60 on September 24. 
However, Hong Kong government moves announced in early October 
to prop up the dollar and hold the rate at 7.80 to the US 
dollar have been successful, at least for the short-term, in 
restoring confidence in the currency. The downslide of 
property values showed no signs of reversing itself. It has 
depressed earnings for a wide range of local companies and 
pushed several highly-leveraged, property-connected firms into 
bankruptcy. The most dramatic failure was that of Carrian 
which was the largest bankruptcy in Hong Kong's history. The 
government, which depends upon land sales for a proportion of 
its revenues, is forecasting a second year of budget deficit . 


The United States remains Hong Kong's largest foreign investor 
and trading partner. The United States is the major direct 
foreign investor in Hong Kong's manufacturing sector with, 
according to Hong Kong government estimates, 47 percent of 
total investment, followed by Japan with 30 percent. Hong 
Kong's total two-way trade reached US44.5 billion in 1982 of 
which US8.6 billion was with the United States. In the first 
half of 1983 both the volume of US trade with Hong Kong and the 


United States' share of Hong Kong's total trade expanded 
significantly. 


Best prospects for U.S. exports to Hong Kong include electronic 
industry production and testing equipment, EDP equipment and 
software, office equipment and supplies, security and safety 
equipment, packaging equipment and materials, health care 
equipment, sophisticated electronic components, consumer 
products - food, apparel, home furnishings, home appliances, 


etc., building hardware and supplies, and hotel and restaurant 
equipment and supplies. 
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The two key factors affecting the short-term outlook for 
economic growth in Hong Kong are the PRC-UK talks on Hong 
Kong's future and the state of the US economy. Assuming 
continued progress and goodwill in the talks and a continued 
strong demand for Hong Kong exports, Hong Kong should be able 
to post solid gains over the next year. Economic growth over 
the longer term depends upon the ability of the PRC and the UK 
to reach an agreement on the future political status of Hong 
Kong that will fulfill their shared objective of maintaining 
the stability and prosperity of the terrritory. 


CURRENT ECONOMIC SITUATION AND TRENDS 


IMPETUS FOR ECONOMIC GROWTH: In the first ten months of 1983 a 
vigorous expansion of exports, primarily to the United States, 
was the driving force behind Hong Kong's economic growth. 
Domestic demand remained depressed but Hong Kong's export-led 
recovery gained strength as the U.S. economy picked up and 
European and Chinese demand for Hong Kong's exports 
strengthened. 


FOREIGN TRADE 


DOMESTIC EXPORTS: Hong Kong's exports are divided into 
domestic exports (goods manufactured in Hong Kong) and 
re-exports (goods for which , Hong Kong is only an entrepot or 
transfer point). Hong Kong's domestic exports increased 
sharply in the first half of 1983. Economic recovery in 
overseas markets, in particular the United States, has 
stimulated demand for Hong Kong products. In addition, the 
depreciation of the Hong Kong dollar has led to an improvement 
of Hong Kong's price competitiveness in world markets which in 
turn has contributed to the export surge. In view of the 
unexpectedly strong increase in exports, the Hong Kong 
Government revised the official trade forecast in September. 
They now estimate that the growth rate of domestic exports for 


1983 in real terms will be 11 percent rather than the original 
estimate of 5 percent. 


The prospects for continued export growth are good. Backlogs 
of orders-on-hand in the manufacturing sector have increased 
for 10 months in a row since November 1982. As of July 
factories had back orders for 4.44 months of work. Retained 
imports of raw materials and semi-manufactures for the second 
quarter of 1983 were at the highest levels in three years. 
Domestic exports will continue to grow well into 1984. 


The United States continues to be by far the largest 
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contributor to growth of Hong Kong exports. In the first eight 
months of 1983 domestic exports to the United States increased 
by 31 percent. This increase accounted for more than 63 
percent of Hong Kong's domestic export growth. By contrast 
domestic exports to China increased 47 percent during the same 


period but contributed only 11 percent to domestic export 
growth. 


The United States has expanded its share of Hong Kong's exports 
to 41 percent in the first half of 1983 from 34 percent in 
1980. EEC countries' share of total domestic exports from Hong 
Kong has declined during the same period from 29 percent to 22 
percent. This decline is due, in part, to the slower pace of 
economic recovery in the UK and West Germany, Hong Kong's 
second largest (8 percent share) and third largest (7.6 percent 
share) overseas markets. Domestic exports to the United 
Kingdom and West Germany grew only 8 percent and 5 percent 
respectively during the first half of 1983. 


China is Hong Kong's fourth largest export market (5.8 percent 


share) followed by Japan (3.7 percent share) and Canada (3.5 
percent share). 


China's share of Hong Kong's exports has more than doubled 
since the first half of 1980 when it accounted for only 2.2 
percent of total domestic exports. Increasing numbers of 
PRC-HK joint ventures and processing arrangements have 
contributed to the rapid growth of exports to China. At 
present Hong Kong exports mainly raw materials, and 
semi-manufactured goods, notably textile yarn and fabrics to 
China. 


Garments continue to be the mainstay of Hong Kong's domestic 
exports and Hong Kong remains the world's largest garment 
exporter. However, the garment industry's contribution to 
export earnings has slipped to 33.1 percent in the first half 
of 1983 from 34.5 percent in the first half of 1982. Domestic 
exports of textile and clothing increased 5 percent in real 
terms in the first half of 1983 and domestic exports of 
products other than textiles and clothing increased 10 percent 
in real terms. Domestic exports of electrical and electronic 
products, textile fabrics, and watches and clocks registered 
rapid growth, while domestic exports of toys and dolls dropped 
slightly. 


In 1981 the United States and Hong Kong negotiated a textile 
agreement restraining Hong Kong's exports of textiles and 
os made of cotton, wool and man-made fibers to the United 
tates for 6 years beginning January 1, 1982. Hong Kong also 
concluded a textile agreement with the European Economic 
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Community for 4 years beginning January 1, 1983. Many of the 
restrictions in both agreements are quantitative. This leads 
Hong Kong manufacturers to "trade up" - to produce higher value 
goods. Hong Kong's garment industry will maintain its dominant 
share of Hong Kong's exports in the medium term. Hong Kong's 
long term export prospects will depend on increased exports of 
high-technology products such as office machines and computers, 
electrical equipment, telecommunications equipment, and 
electronic components. 


RE-EXPORTS 


Re-exports recovered in the first half of 1983 to post a 7 
percent increase over the same period of 1982. However, the 
rate of increase was less than expected. The Hong Kong 
Government has revised downward its 1983 forecast for re-export 
growth from 12 percent to 9 percent. The lower-than-expected 
recovery in re-exports may signal a leveling off of the 


ort proportion of re-exports in total exports apparent 
over the last five years. 


The expansion of China's international trade and Hong Kong's 
growing economic links with China have been the main factors 
behind the growth of re-exports and the emergence of Hong Kong 
as a major entrepot for regional trade. China continues to be 
both the largest source (35 percent) and market (18 percent) 


for Hong Kong's re-cxports. Totalling US$1.235 billion, 
re-exports of goods from China via Hong Kong increased 22 
percent by value in the first half of 1983. Other major 
suppliers of laut aa were Japan (21 percent), the United 


States (11 percent) and Taiwan (4 percent). Hong Kong 
re-exported US$632 million in goods to China in the first half 
of 1983, a 4 percent increase. Other major markets for Hong 
Kong's re-exports were the United States (14 percent), 
Indonesia (9 percent), Singapore (8 percent), and Taiwan (6 
percent). Goods re-exported via Hong Kong consist mainly of 
consumer goods, raw materials, and semi-manufactures. 


IMPORTS 


Imports also increased more than expected. Hong Kong 
government forecasts for 1983 now indicate that imports will 
increase by 8 percent rather than their earlier estimate of 7 
percent. Total imports increased 4 percent in real terms 
during the first half of 1983, reflecting a 12 percent increase 
in retained imports of raw materials and semi-manufactures. 

The rate of growth for all retained imports was 3 percent in 
the first half of 1983. Local demand for imported consumer and 
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capital goods remained depressed and imports in these two 


catagories dropped by 3 percent and 5 percent respectively 
during the first half of 1983. 


China remained the leading supplier of Hong Kong's imports, 
having taken over the number one position from Japan in 1982. 
China, Japan, and the United States accounted for 23.4 percent, 
23.0 percent, and 11.5 percent respectively of Hong Kong's 
imports in the first half of 1983. Hong Kong's imports from 
its Asian trading partners other than South Korea and Singapore 
all registered positive growth rates. 


IMPORTS FROM THE UNITED STATES: The United States maintained 
its position as Hong Kong's third largest supplier of imports. 
The U.S. share of imports improved to 11.5 percent in the first 
half of 1983 from 10.5 percent in the same period last year. 
Most imports from the United States (about 70 percent) are 
retained rather than re-exported to other countries, unlike 
imports from China of which about one-half are re-exported. 
Impressive growth was registered by imports of US-made 
electrical machinery (up 70 percent), transport equipment (up 
268 percent), and petroleum products (912 percent). Imports of 
office machines and computers, in which the United States 
maintained a strong 51 percent market share, grew 29 percent in 
the first half of 1983. Nevertheless declines were registered 
in the imports of plastic materials (down 7 percests, gems 
(down 18 percent) and general industrial machinery (down 29 
percent). 


BALANCE OF TRADE: Hong Kong's visible trade deficit began to 
narrow in 1982 and the trend continued into the first half of 
1983. As total imports expanded at a slower rate (10.7 

percent) than total exports (13.3 percent), the visible trade 


deficit dropped to US$1,314 million from US$1,627 million in 
the first half of 1982. 


INVISIBLE TRADE: Hong Kong's trade deficit was, as usual, 
offset in part by a net surplus in invisible export earnings 
which consist mainly of receipts from tourism, transportation, 
and financial services. Tourist arrivals were up 5.5 percent 
in the first half of 1983. The number of Hong Kong residents 
going abroad grew only 2.7 percent during the same period. 
Tourist receipts, boosted in part by the depreciating Hong Kong 
dollar, increased 25 percent to reach US$750 million in the 
first half of 1983. The continued growth in cargo movements 
and increased use of shipping and air transportation services 
also helped to boost income from invisibles. peceeee figures 
for Hong kong's invisible trade surplus for 1983 will not be 
available until early 1984, but the total should exceed by 5 to 
10 percent the US$1.5 billion figure set in 1982 . 





LABOR AND PRICES 


UNEMPLOYMENT AND WAGES: Hong Kong's unemployment rate peaked 
at 5.1 percent in the first quarter of 1983 and eased to 4.4 
percent in the second quarter of 1983. This relatively high 
unemployment rate reflects the poor performance by Hong Kong's 
manufacturing sector in 1982. However, as Hong Kong's exports 
began to pick up the number of job openings in the 
manufacturing sector increased significantly in the second 
quarter of 1983, most notably in garments, electronics and 
Plastics. 


Labor employment has continued to shift from the manufacturing 
sector and construction sectors to the tertiary services 
sector. Industrial labor's nominal wages increased at an 
annual rate of 8 percent at the end of March, 1983. 
Discounting for inflation, wages in the manufacturing sector 
declined 1 percent during the the first half of 1983. The 
depreciation of the Hong Kong dollar has dramatically improved 
the competitive position of Hong Kong labor. The average daily 
wage in the manufacturing sector was HK$72 in December 1982. 
Although the cost of labor has remained steady in HK dollars 
there has been more than a twenty percent drop in labor costs 
in terms of US dollars. 


PRICE INDEXES: The depreciation of the Hong Kong dollar 
pushed inflation higher during 1983. The slackening of 


domestic demand, falling property prices and rentals, and the 
downtrend in money supply have so far moderated the increase in 
the rate of inflation. The Hang Seng Consumer Price Index for 
higher income families has increased by 10.4 percent, while the 
indexes for lower and middle income families rose by 9.4 
percent and 9.2 percent in the first half of 1983. However, 
the full impact of the Hong Kong dollars depreciation has 
probably not yet been felt. 


THE FINANCIAL SECTOR: 


MONEY AND BANKING: Growth in money supply and credit demand 
moderated in the first half of 1983. The broadly defined money 
supply, M3 (currency held by the non-bank public, demand and 
time deposits placed in banks and deposit-taking companies), 
reached HK$273 billion (US$40 billion) in June 1983, up 28 
percent from a year ago. In contrast, M3 expanded by 42.3 
percent in 1982. Total loans and advances by banks and 

aqenas Sehies companies rose by 24 percent in the first half 

of 1983. 


Hong Kong continues to grow as an international financial 
center. It now ranks behind only New York and London in size. 
Seven foreign banks have obtained licenses since the beginning 
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of 1983, of which one is a U.S. bank (Irving Trust Company). 

On September 30, there were 135 licensed banks in Hong Kong of 
which 91 were foreign banks, 31 were local Chinese banks and 13 
were Chinese mainland banks. Altogether they maintained 1,385 
branches holding some US$31 billion deposits. The 13 PRC 
controlled banks increased their branch network from 217 at the 
end of 1982 to 228 by October 1983. 


The secondary banking sector in Hong Kong which is comprised of 
registered deposit-taking companies (DTC'S) has faced major 
problems in 1983. Of the 319 registered DTC's in Hong Kong, 
twenty have had their status revoked since the beginning o 
1983. Their difficulties were closely related to the depressed 
property market, the lack of bank backing for some small DTC's, 
and the outflow of short-term deposits from DTC'S. The 
distribution of Hong Kong's deposit base has changed. Between 
the introduction of the 3-tier banking system in mid-1981 and 
its completion in mid-1983, the licensed banks raised their 
share of customer deposits from 62 percent to 84 percent and 
the registered DTC's share dropped from 38 percent to only 11 
percent. The sharp drop in deposits at registered DTC's 
resulted from the government's decision in 1981 to require 

Tae 8) Saysenennee less-than-three-month deposits by the end of 
June ° 


The financial sector experienced considerable jitters in the 


first three quarters of 1983. A number of companies have gone 
bankrupt and many others are in weakened financial states. The 
failure of the Carrian group was the largest bankruptcy in Hong 
Kong's history and resulted in the arrest of the company's 
chairman for fraud. Responding, in part, to revelations of 
massive fraud at Carrian, the Hong Kong government has 
announced it will introduce tighter disclosure rules for 
publicly held companies over the next three years. In late 
September, the government took the unprecedented step of 
assuming control of financially troubled Hang Lung Bank. The 
move is credited with saving the bank and preventing runs on 
other local banks that had been rumored to be in difficulty. 
The government has also announced that it would not phase out 
interest rate controls which set the maximum rates banks can 
offer depositors. In spite of the Hong Kong government's 
preference for non-intervention and free markets, they claim 
continued controls on interest are necessary as there are a 
number of local banks in such fragile financial shape that they 
might not survive the scramble for deposits that would develop 
after decontrol. 
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INTEREST RATES: Interest rates in Hong Kong closely follow the 
trend of U.s. rates. However, while interest rates in the U.S. 
remained relatively stable this year, rates in Hong Kong were 
more volatile. This was due in large part to the use of 
interest rates as an instrument to effect the exchange rate of 
the Hong Kong dollar. Hong Kong's prime lending rate remained 
at 10.5 percent between December 30, 1982 and April 20, 1983. 
It was moved up to 11.5 percent on April 20 and to 13.5 percent 
on May 24. It was lowered to 12.5 percent on July 6 and 
further to 11.5 percent on July 25. As the Hong Kong dollar 
began to depreciate rapidly against other currencies the prime 
rate was elevated to 13 percent on September 9, and then to 16 
percent on September 27. After introduction of the linked 
exchange rate system and abolishment of the government's tax on 
interest generated by Hong Kong dollar deposits, interest rates 


were again reduced on October 27. The prime rate stood at 13.5 
percent in early November. 


EXCHANGE RATES: The Hong Kong dollar weakened sharply against 
the U.S. dollar since the beginning of the year. It 
depreciated from HK$6.475 equals US$1 at the end of 1982 to 
HKS7 «14 equals US$1 at the end of June 1983 and further to a 
brief all-time low of 9.6 to the US dollar on September 24. 
The Hong Kong dollar also depreciated against other major 
currencies. The trade-weighted exchange rate index (1971=100) 
declined from 79.5 at the end of 1982 to 65.3 at the end of 
September 1983. Over the same period, the import-weighted 


index and the export-weighted index both declined by 18 
percent. 


On October 15 the government announced a plan to support the 
Hong Kong dollar. While avoiding a comprehensive fixed 
exchange rate system the government committed itself to 
supporting a fixed rate of 7.8 Hong Kong dollars to the US 
dollar for banknotes only. Although currency is only a small 
fraction of the money supply, the Hong Kong authorities 
calculated that the official banknote exchange rate would, by 
forces of arbitrage, determine the rate for all Hong Kong 
dollar foreign exchange transactions. In the short-term, the 
"linked rate'' system has been succesful. The exchange rate 


dropped to, and then stabilized at, the government's HK$7.8 to 
the US dollar rate. 


STOCK AND PROPERTY MARKETS: The Hong Kong stock market once 
again showed its reputation for volatility is well deserved. 
The Hang Seng Stock Index (1964=100) rallied from 1982's 
year-end close of 784 to reach 1067 on April 15 and then slid 
to the year's low of 690 on October 4. Stocks have come back 
somewhat since then but trading remains sluggish. Total 


turnover in the first ten months of 1983 was 19 percent below 
the level of 1982. 
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The stock market is heavily influenced by property market 
trends as many listed companies have large property holdings. 
Some estimate that property accounts for 30 to 40 percent of 
the total book value of the companies that make up the Hang 
Seng Index. However, in the first ten months of 1983 the 
property market showed no sign of recovering . Rents for both 
office and residential space remain at levels 40 to 60 percent 
below two years ago. The condition of over-supply which 
developed in 1982 is likely to continue into 1984. 


THE PUBLIC SECTOR: The Hong Kong government has adopted a more 
conservative fiscal policy in order to bring the growth in the 
public sector back in line with the growth of the economy as a 
whole. The public sector share of GDP has grown rapidly from 
15 percent in 1973 to 24 percent in 1982. In 1983 the public 
sector will account for approximately 23 percent of Hong Kong's 
GDP. Public sector expenditures are targeted to grow by 3 
percent in 1983, well below the projected 6-7 percent growth 
rate for Hong Kong's GDP. The government's determination to 
reduce public expenditure was reflected in the announcement 
that there will be a freeze on new civil service positions in 
fiscal year 1984-1985, and the decision not to go foward with 
costly plans for a new airport. 


The Hong Kong government budget will run a deficit for the 
second year in a row in FY84-85. Total revenue is projected to 
be US$4.14 billion, of which land sales will comprise less than 
10 percent. In FY80/81 receipts from land sales accounted for 
35 percent of government revenues. Total government 
expenditures for FY84-85 are estimated to be US$4.55 billion. 
The deficit for the year will be US$410 million. The 
government will draw on the fiscal reserve of more than two 
billion JS dollars it has accumulated from past budget 
surpluses to cover this year's deficit. 


IMPLICATIONS FOR THE UNITED STATES 


Hong Kong offers many opportunities for U.S. exporters. 
Although Hong Kong's image abroad is often that of a small 
marketplace, it ranks among the top twenty-five U.S. export 
markets, and it is also the 19th largest offshore market for 
American farm products. Hong Kong enjoys one of the fastest 
growing economies in East Asia and the world. The outlook is 
for continued expansion. To maintain its rapid growth, Hong 
Kong is moving from dependence on exports of textiles, 
garments, and low-priced consumer goods towards more 
sophisticated manufactured products in an effort to diversify 
the economy and establish a reputation for high quality : 
production. U.S.firms can contribute to Hong Kong's industrial 
diversification efforts by aggressively pursuing the markets 
generated by Hong Kong's new needs. 
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The potential for sales by U.S. firms already exists. Hong 
Kong's consumers are increasingly affluent. Per capita GDP 
jumped from US$1,612 in 1973 to almost US$5,000 in 1982 -- a 
real growth of 73 percent in 1973 constant market prices. In 
addition to servicing Hong Kong itself, U.S. firms should also 
explore Hong Kong's growing role as an entrepot for trade with 
China and the region. 


While opportunities abound, lIlong Kong's open market is very 
competitive. The Hong Kong Government is committed to free 
trade. There are virtually no import or export restrictions. 
Tariffs are levied on only three items: tobacco products, 
liquor, and hydro-carbon oils. In addition, heavy first 
registration taxes on motor vehicles discourage their 
ownership. U.S. firms will face tough competition from Japan 
and China, Hong Kong's two major import markets. Because the 
Hong Kong market is so open, U.S companies must offer not only 
competitive prices, but also reliable supply with assured 
delivery times and after sales service. Local customers often 
seek assurances that new U.S. firms will remain committed to 
the Hong Kong market and serve as reliable supply sources 
regardless of economic swings in the U.S economy. 


BEST PROSPECTS 


U.S. suppliers will find export prospects are particularly good 
for electronic components, electronic industry production and 
testing equipment, textile fabrics and machinery, consumer 
products, sophisticated business equipment, computers and 
peripheral equipment, software packaging, health and medical 
care equipment, hotel and restaurant equipment, packaging 
equipment, commercial and home security equipment, material 
handling equipment, industrial safety equipment, grocery items, 
processed foods, and fresh fruits and vegetables. Areas with 
excellent prospects are highlighted below: 


Hong Kong's electronics industry is one of Hong Kong's most 
rapidly growing and quickly changing industries. The. 
industry's close connections with the American electronics 
industry and current emphasis on sophisticated production 
highly favor American technology. This creates excellent 
opportunities for U.S. suppliers of electronic industry 
production and testing equipment. 


Quality U.S. cotton textile and synthetic blend fabrics 
especially polyesters, should be competitive. Locally, 
American fabric producers are considered to be among the 
world's most advanced manufacturers of fabrics, capable of 
producing high quality goods at competitive prices. U.S. 
fabric suppliers, however, account for a mere 2 percent share 
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of the Hong Kong market. Local textile and garment 
manufacturers are now actively encouraging American fabric 
makers to aggressively pursue the Hong Kong market. American 


firms must, however, show a flexible approach to this important 
market. 


Hong Kong is one of the fastest growing markets in the world 
for American foods and farm commodities. Between 1976 and 1982 
the value of U.S. agricultural exports to Hong Kong nearly 
doubled from US$206 million to US$391.7 million. Best 
prospects include oranges, fresh grapes, ginseng, poultry meat, 


wheat, prepared animal feed, shell eggs, tobacco, candies, 
lettuce, and beef. 


Despite the overall decline in 1981 in Hong Kong's consumer 
goods imports, the demand for U.S. - manufactured consumer 
goods among Hong Kong's middle and upper income spenders, plus 
the numerous tourists, has already picked up. 


American suppliers should profit from the growing demand for 
sports equipment, household labor-saving devices, convenience 
items, small appliances, linens, towels, and cotton bedsheets. 
The expanding Hong Kong market for apparel, particularly 
children's wear, casual, leisure and sports wear, also present 
sales opportunities. 


The large number of multi-national firms, established here as 
well as more modern local firms create a strong demand for 
business and office equipment, and computers and peripheral 
equipment. American suppliers are also competitive in the 
rapidly growing market for mini-computers and software. The 
most favorable prospects are for equipment which saves office 
space either by reducing filing or labor force requirements and 
for equipment which can rapidly transmit or process information. 


Other sales opportunities for alert U.S. firms also abound. 
Hong Kong's new hospitals and expanding health care facilities 
offer good opportunities for U.S. suppliers of medical and 
health care equipment. The continued growth of tourism in Hong 
Kong, Macau, and China means expanded demand for hotel and 
restaurant equipment. To promote their exports, Hong Kong 
industrialists are emphasizing the importance of more 
attractive packaging for consumers and better protected 
packaging for shipment. The market for residential and 
commercial security equipment presents good prospects for 
American suppliers. The demand for commercial security 
equipment has picked up recently because of the insistance by 
Hong Kong's insurance firms that retail outlets handling high 
value merchandise have suitable and adequate security systems 
installed in order to qualify for insurance. The new 
electronics industry also has a large demand for security 
equipment. 
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Other markets which may develop into trade opportunities for 
American firms in the next several years include industrial 
safety equipment, pollution control equipment, energy 
conservation equipment and energy efficient machinery. The 
development of these markets will depend largely on the Hong 
Kong Government's enforcement legislation in these areas. 


Pollution control and energy conservation legislation is 
currently under consideration. Although the market for these 
products is still small, demand is expected to grow. American 
firms entering the market early may gain an advantageous 
position by being among the first to demonstrate the 
effectiveness of their products locally. 


For additional information on best prospects for U.S. exports 
to Hong Kong, the Department of Commerce has a more detailed 
analysis available to American business firms. 


INVESTMENT OPPORTUNITIES 


Hong Kong welcomes foreign investment to diversify its 
industrial base and develop high technology industries. Hong 
Kong Government statistics indicate the United States is the 
major foreign direct investor in Hong Kong's manufacturing 
sector with 47 percent of total investment, followed by Japan 


(30 percent), and the United Kingdom (6 percent) as of the end 
of 1982. 


U.S. investment can provide not only additional capital, but 
also the advanced technology, new ideas, and sophisticated 
management which will be needed to move Hong Kong's economy to 
a higher, more sophisticated stage of development. The more 
promising investment areas are: electronics, including printed 
circuit boards, semi-conductors, computer assembly and 
software, business machines, instrument and automation 
industrial controls and advanced consumer electronics; 
electrical equipment, including motors, transformers, 
electrical accessories and electrical appliances; optics, 
including cameras, microscopes, glasses and binoculars; 
telecommunications equipment, ranging from push button 
telephones to terminal equipment; light industrial metal 
manufacturing, processing and engineering equipment; and basic 
plastic material manufacturing equipment, including the full 
range of advanced finished products and components made of 
plastic materials. 
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Potential deterrents to future decisions to invest in Hong Kong 
include such factors as over-crowding, the cost of office and 
residental space, and severely strained infrastructure 
facilities, particularly in the transport sector. On the other 
hand, Hong Kong offers substantial advantages, excellent 
communications with the entire region, and ready access to a 
broad spectrum of financial and related services. 


CHINA DIMENSION 


The fundamental questions regarding Hong Kong - China relations 
and the future of Hong Kong which arise because the New 
Territories lease expires in 1997 - are still unresolved. This 
has not, however, had an adverse effect on American business. 
U.S.firms can take advantage of Hong Kong's economic relations 
with China which continue to develop rapidly. Hong Kong's 
transportation and communicaton links to China have mushroomed 
in the last several years. Regular direct-train, bus, truck 
car, ferry, hovercraft and plane service now link the two. 
Telex and telephone links are expanding quickly. Hong Kong 
sells some electricity to Guangdong Province, and uses coal 
from China to fire local generating plants. A joint nuclear 
power station has been announced. Two-way trade between Hong 
Kong and China has expanded dramatically and reached US$7.37 
billion in 1982, representing an 11 percent increase over 

1981. In addition, compensation trade agreements, joint 
ventures and wholly owned investments, particularly in the 


Special Economic Zone on the Hong Kong border, are increasing. 


Because of its close proximity to China, Hong Kong plays an 
important role as an entrepot for trade between China and the 
United States. Re-exports of American goods to China through 
Hong Kong increased by 82 percent in 1982, reaching US$170.3 
million, while, at the same time, Chinese products re-exported 
via Hong Kong to the United States reached US$588.8 million, up 
27 percent. It is this unparalleled access to China which 
allows Hong Kong to function as an excellent base for U.S. 
firms interested in exploring the China market. Local staff 
fluent in both English and Chinese are readily available. 
Consulting firms offer a wide range of necessary services, 
including legal advice, travel arrangements, translation, 
packaging, shipping, and markt surveys. The active American 
Chamber of Commerce in Hong Kong arranges numerous programs, 
including speakers, trips, and special interest committees, to 
assist in learning about and penetrating the China market. 
Thus, despite the recent opening of China to foreign residents 
many China traders continue to find Hong Kong a highly 
desirable base area from which to pursue commerce with China. 
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